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ABSTRACT
A sample of approximately 60 furniture stores belonging 
to ope chain i s  used to analyse correlations between a 
storeys d ize and i t s  performance« The research uses 
two measures of s iz e :  value of sa le  and flo o r  space, 
and four measures of performance: coots/u n it s a le s ,
c o lle c t io n  percentage, stock turn and market share.
The la s t  measure uses an equation for expected market 
share developed as part Of the research. A combination 
of co sts  per unit sa les  and c o lle c tio n  percentage 
measures i s  used to analyse cash generation/consumption 
propensity of small and large s to res .
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2 .1  I n t r o d u c t i o n
The c o n c e p t  o f  eco n o m ies  o f  s c a l e  i s  w e l l - e s t a b l i s h e d  i n  eco n o m ics .  
I n i t i a l l y  m ost  o f  t h e  r e s e a r c h  i n  t h i s  a r e a  was c o n d u c te d  w i t h  d a t a  
o b t a i n e d  from  m a n u f a c t u r i n g  f i r m s .  The r e s e a r c h  was p r i m a r i l y  
c o n c e rn e d  w i t h  dep en d en cy  o f  t h e  u n i t  p r o d u c t i o n  c o s t  on p l a n t  
s i z e .  R e s e a r c h  r e l a t e d  s p e c i f i c a l l y  t o  r e t a i l i n g  s t a r t e d  a p p e a r in g  
o n ly  d u r i n g  t h e  l a s t  t h i r t y  y e a r s .
Econom ies  o f  s c a l e  ca n  b e  d e f i n e d  a s  a s i t u a t i o n  w here  an  i n c r e a s e  
i n  i n p u t  l e a d s  t o  p r o p o r t i o n a l l y  l a r g e r  i n c r e a s e  i n  o u t p u t s  
(M a n f ie ld  1 9 7 9 ) .  I t  c a n  o p e r a t e  a t  a p l a n t  a n d / o r  f i r m  l e v e l  
( f i r m  i s  u n d e r s t o o d  h e r e  as a  c o l l e c t i o n  o f  p l a n t s  -  i n d i v i d u a l  
s e l f - c o n t a i n e d  b u s i n e s s e s ) .  I t s  c h a r a c t e r i s t i c s  w i l l  p r o b a b ly  
d i f f e r  d e p e n d in g  on w h e th e r  t h e  l o n g -  o r  s h o r t - r u n  o p e r a t i o n  i s  
c o n s i d e r e d .  The l a t t e r  a n a l y s e s  eco n o m ies  o f  s e a l  u s i n g  c o s t  
and  p e r f o r m a n c e  d a t a  f o r  a  p a r t i c u l a r  p e r i o d  o f  t im e .  The l o n g -  
ru n  p o s i t i o n  c a n  b e  e s t a b l i s h e d  by a g g r e g a t i n g  s h o r t - r u n  c u r v e s  
f o r  s e v e r a l  d i f f e r e n t  p e r i o d s .  Our r e s e a r c h  i s  c o n c e rn e d  w i t h  
s h o r t - r u n  ec o n o m ie s  o f  s c a l e  a t  p l a n t  ( s t o r e )  l e v e l .
The sam p le  u s e d  i n  t h i s  r e s e a r c h  p r e s e n t s  a  r a t h e r  u n iq u e  o p p o r ­
t u n i t y  f o r  t h e  i n v e s t i g a t i o n  o f  t h e  econom ies  o f  s c a l e .  Most 
r e s e a r c h  i n  t h i s  a r e a  c o n s i d e r e d  e i t h e r  t h e  same p l a n t  a t  
d i f f e r e n t  p o i n t s  i n  t i m e ,  a s  i t s  s i z e  grew ( t im e  s e r i e s  d a t a ;  
o r  s e v e r a l  p l a n t s  o f  d i f f e r i n g  s i z e s  a t  a  p a r t i c u l a r  p o i n t  in  
t im e  ( c r o s s  s e c t i o n a l  d a t a ) . I n  b o t h  c a s e s  o t h e r  f a c t o r s  t h a n  
s i z e  c o u l d  h a v e  a f f e c t e d  t h e  m easu red  p e r f o r m a n c e ,  e g .  c h a n g e s  
o v e r  t im e  o r  f ro m  p l a c e  t o  p l a c e  o f  a c c o u n t i n g  o r  o p e r a t i o n  
p r o c e d u r e s ,  o r  m a rk e t  c o n d i t i o n s .  T h i s  r e s t  "’i u e e s  a  sam ple  
com posed o f  p l a n t s  w h ic h  a r e  b a s i c a l l y  i d e n t i c a l  e x c e p t  f o r  
s i z e .  The e f f e c t  o f  f a c t o r s  o t h e r  t h a n  s i z e  on t h e  r e s u l t s  o f  
t h i s  r e s e a r c h  a r e  t h u s  m in im a l .
The m ain  i s s u e s  r a i s e d  by  t h e  r e s e a r c h  f a l l  i n t o  t h e  f o l l o w i n g  
f o u r  c a t e g o r i e s !
-  s o u r c e s  o f  eco n o m ies  o f  s c a l e
-  m e a su rem en t  o f  e f f e c t
-  m easu rem en t  o f  s i z e
-  p ro b le m s  a f f e c t i n g  r e s e a r c h
2 S o u rc e s  o f  e c o n o m ie s  o f  s c a l e
T h i s  a s p e c t  i s  a n a l y s e d  v e r y  t h o r o u g h l y  i n  
( 1 9 3 1 ) ,  P r a t t e n  (1965) and  S i l b e r s t o n  ( 1 9 7 2 ) .
t h e  w orks o f  R ob inson
Some o f  t h e  m ain  r e a s o n s  f o r  t h e  e x i s t e n c e  o f  t h e  econom ies  o f  
s c a l e  m e n t io n e d  i n  t h e s e  p u b l i c a t i o n s  a r e .
-  s p e c i a l i s a t i o n  o r  d i v i s i o n  o f  l a b o u r .  T h i s  f a c t o r  i s  u n l i k e l y  
to  b e  p r e s e n t  i n  o u r  sam p le  due to  common s y s te m s ,  p o l i c i e s  
and  f u n c t i o n s  a c r o s s  t h e  s t o r e s .
i n t e g r a t i o n  o f  p r o c e s s e s ,  eco n o m ies  o f  i n c r e a s e d  d im e n s io n s  
r a J r o .  i .  p r o b a b ly  t h .  m ost l i k e l y  r e . s o e  f o r  
t h e  e x i s t e n c e  o f  eco n o m ies  o f  s c a l e  i n  o u r  sam p le .  C o s t  o f  
c e r t a i n  f u n c t i o n s  i s  f a i r l y  in d e p e n d e n t  o f  th e  s i z e  o f  th e
jW hethe r  t h e  s t o r e  i s  s m a l l  o r  l a r g e  i s  n e e d s  a t  l e a s t  
one m a n a g e r , one  c a s h i e r  and  one c l e a n e r , S i m i l a r l y  th e  
minimum s t o c k  h o l d i n g  c a i .n o t  ch an g e  s u b s t a n t i a l l y  w i th  t h e  
i n c r e a s e  i n  s t o r e  s i z e ,
-  s u p e r i o r  o r g a n i s a t i o n  o f  p r o d u c t i o n  i s  u n l i k e l y  to  b e  p r e s e n t  
i n  t h e  sam ple  f o r  th e  same r e a s o n s  a s  m en t io n ed  u n d e r  th e  
f i r s t  p o i n t .
-  l e a r n i n g  e f f e c t  r e l a t e s  more to  l o n g - r u n  econom ies  o f  s c a l e  
and  h e n c e  i s  o f  no r e l e v a n c e  to  o u r  r e s e a r c h .
T u ck e r  (1975) i n  h i s  v e r y  e x t e n s i v e  s tu d v  o f  econom ies  o f  s c a l e  
i n  r e t a i l i n g  d i d  lo o k  a t  t h e  v a r i a t i o n s  i n  th e  c o s t  com ponents  
and was a b l e  t o  i d e n t i f y  some o f  t h e  r e a s o n s  f o r  t h e  s c a l e  
e f f e c t  ( s t a f f  s t r u c t u r e ,  l e a s e  c o n d i t i o n s ) . Our r e s e a r c h  does  
n o t  t e s t  any h y p o t h e s i s  a s  t o  th e  r e a s o n s  f o r  t h e  e x i s t e n c e  o f  
ec o n o m ie s  o f  s c a l e .
2 . 3  M easu rem en t o f  e f f e c t
T h re e  m ain  a p p r o a c h e s  w e re  p ro p o s e d  to  m e a s u re  p e r f o r m a n c e :
-  e n g i n e e r i n g
-  s t a t i s t i c a l
-  s u r v i v o r
The f i r s t  two a r e  p r i m a r i l y  c o n c e rn e d  w i t h  c o s t s ,  th e  l a s t  one 
i s  o f  a  more h o l i s t i c  n a t u r e .  The e n g i n e e r i n g  a p p ro a c h  i s  b a s e d  
on e x t r a p o l a t i o n s  o f  e x p e c t e d  c o s t s  f rom  p a s t  e x p e r i e n c e  and 
c a l c u l a t i o n s  p ro p o s e d  by  t h e  t e c h n i c a l  e x p e r t s  (Yamey 1973).
S in c e  i t  r e l i e s  on e x t r a p o l a t i o n s  t h e  f a c t o r  (com ponent) c o s t s  
u s u a l l y  do n o t  t a k e  i n t o  a c c o u n t  c h a n g es  c a u s e d  by d i f f e r e n t  
s i z e  o f  o p e r a t i o n s .  Eg. t h e  c o s t  o f  i n c r e a s e  i n v o lv e d  in  
m oving  f ro m  a m ach in e  p r o d u c in g  1000 u n i t s  t o  2000 u n i t s  may b e  
l e s s  t h a n  t h e  i n c r e a s e  i n  m oving from  500 t o  1000 u n i t s .
The s t a t i s t i c a l  a p p ro a c h  (u s e d  i n  t h i s  r e s e a r c h )  r e l i e s  on 
s a m p l in g  and  s t a t i s t i c a l  a n a l y s i s  o f  d a t a  from  e x i s t i n g  f i r m s  
o r  p l a n t s . Mathmemav.ical fo r m u la s  d e s c r i b i n g  th e  b e h a v io u r  
o f  c o s t  o r  o t h e r  p e r fo rm a n c e  c r i t e r i a  a r e  d e v e lo p e d  and a n a ly s e d  
on t h a t  b a s i s  (Dean 19 3 6 ) .  W h ile  t h e  e n g i n e e r i n g  ap p ro a c h  i s  
o v e r - r e l i a n t  on  t e c h n i c a l  e x p e r t s  t h e  s t a t i s t i c a l  a p p ro a c h  
u s u a l l y  s u f f e r s  f rom  o v e r - r e l i a n c e  on a c c o u n t a n t s . ^  The d a t a  
u s e d  i n  t h i s  a p p r o a c h  i p  u s u a l l y  drawn fro m  h i s t o r i c a l  a c c o u n t in g  
r e c o r d s ,  and t h u s  may n o t  r e p r e s e n t  t h e  t r u e  c o s t  o r  p e r fo rm a n c e  
p i c t u r e .  F u r t h e r m o r e ,  i t  u s u a l l y  d o es  n o t  r e f l e c t  t h e  minimum 
c o s t  o f  p r o d u c t i o n ,  w h ich  i s  th e  p r im e  c o n c e r n  i n  econom ies  o f  
s c a l e  m easu rem en t .
The s u r v i v o r  a p p ro a c h  ( S t i g l e r  1958) u s e s  t h e  s u r v i v a l  and 
f a i l u r e  o f  b u s i n e s s e s  a s  an  i n d i c a t o r  o f  t h e i r  p e r f o r m a n c e .
U n l i k e  t h e  p r e v i o u s  two a p p r o a c h e s  i t  i s  n o t  c o n c e rn e d  w i th  
i n d i v i d u a l  p e r fo rm a n c e  m e a s u re s  ( c o s t  p e r  u n i t ,  ROI, e t c )  b u t  
w i t h  s u r v i v a l / f a i l u r e ,  g r o w t h / d e c l i n e  o f  '-he t o t a l  b u s i n e s s .
The t e s t i n g  o f  h y p o t h e s e s  u s i n g  t h i s  m ethod r e q u i r e s  e x t e n s i v e  
and  o f t e n  d i f f i c u l t  t o  o b t a i n  h i s t o r i c a l  d a t a .  A n o th e r  _ 
p o s s i b i l i t y  c o u l d  be t o  r e l y  on t h e  s t o c k  m a rk e t  s v a l u a t i o n  
o f  f i r m s  a s  i n d i c a t o r  o f  s u c c e s s . The r a t i o  o f  m a rk e t  to  
n e t  a s s e t  v a l u e  c o u ld  b e  u s e d  a s  a  ( i n t e r v a l )  m easu re  o f  
p e r fo rm a n c e  i n s t e a d  o f  t h e  (n o m in a l )  s u c c e s s / f a i l u r e  i n d i c a t o r .  
To t h e  a u t h o r ’ s know ledge  no s t u d y  u s i n g  s u c h  a m easu re  h a s  b een  
u s e d  i n  r e s e a r c h  o f  e c o n o m ie s  o f  s c a l e .
k2 .4  M easu rem en t o f  S iz e
fTucker 1975)
2 .5  P ro b lem s
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an e f f e c t  on to m o r ro w 's  s a l e s .
3. The s to v e  s am p le  
3 .1  I n t r P d a e . t l o n
The s t o r e  san$pLe u s e d  i n  t h i s  r e s e a r c h  c o n s i s t s  o f  a l l  
s t o r e #  b e  lo n g in g ,  t o  t h e  T r a n s v a a l  D i v i s i o n  o f  t h e  Ru-s s e l l s  
c h a i n .  The c h a i n ' s  t a r g e t  m a rk e t  i s  t h e  l o w e r - t o - m i d d l e  
in co m e , " c o n s e r v a t i y e "  seg m en t  of  t h e  p o p u l a t i o n .  I t  
r e t a i l s  home d u r a b l e s  ( p r i c e  +R 200). (Lower p r i c e d  m er­
c h a n d i s e  i s  u s e d  p r i m a r i l y  f o r  t r a f f i c  g e n e r a t i o n ) .
The s t o r e s  a r e  l o c a t e d  t h r o u g h o u t  t h e  T r a n s v a a l  and N o r th e rn  
O range F r e e  S t a t e  i n  v a r i o u s  s i z e  tow ns and s u b u r b s . I t  
i s  c o n s i d e r e d  t h a t  t h e  c h a i n  h as  a lm o s t  s a t u r a t e d  i t s  m ark e t  
i n  t h i s  g e o g r a p h i c a l  area. .As i n  a l l  o t h e r  c h a in  f u r n i t u r e  
r e t a i l e r s  SOX o f  s a l e s  a r e  done on c r e d i t  (up  t o  24 m o n th s , 
a v e r a g e  20 m o n th s )  w i t h  a  f i n a n c e  c h a r g e  o f  a p p r o x im a te ly  
2&%.
The f o l l o w i n g  c h a p t e r s  d e s c r i b e  r e l e v a n t  c h a r a c t e r i s t i c s  o f  
t i ie  s a m p le :  i t s  s i z e ,  h o s o g e n i t y  and  s o u r c e s  o f  f i n a n c i a l
i n f o r m a t i o n .
3 •2  S am p le ,  s i z e  and  d i s t r i b u t i o n
The s a m p le  c o n s i s t s  o f  64 s t o r e s .  T h e i r  d i s t r i b u t i o n  i n  te rm s  
o f  v a l u e  o f  s a l e s  and s i z e  o f  t h e  m a rk e t  i n  w h ich  t h e y  o p e r a t e  
( s e a  3»S) i s  a s  f o l l o w s :
A nnua l  s a l e s  Number o f  s t o r e s
ROOO’ s
^  500 
500 -  749
750 -  1 000
1 000 -  1 249
1 250 -  1 500
>  1 500
M ark e t  s i z e  
R0001s pa 
( s e e  5 , 6 )
< 1 250
1 250 -  2 499
2 500 -  4 999 
5 000 -  7 499 
7 500 -  9 999
10 000 -1 4  999 
15 000 - 1 9  999 
>20 000
A v e rag e  s a l e s  p e r  s t o r e  a r e  R771 000 p e r  annum (1982) w i th  
a  s t a n d a r d  d e v i a t i o n  o f  1421 000,















3 . 3  Sam ple hom ogeniuy
As m e n t io n e d  a l l  t h e  s t o r e s  b e lo n g  t o  one c h a i n . The c h a in  s 
management s t y l e  i s  v e r y  c e n t r a l i s e d .  I t s  G e n e ra l  M anager 
v i s i t s  t h e  s t o r e s  o f t e n  t o g e t h e r  w i t h  t h e  r e g i o n a l  c o n t r o l l e r  
t o  whom a l l  s t o r e  m an ag e rs  i n  a p a r t i c u l a r  r e g i o n  r e p o r t .
A r e g i o n  c o n s i s t s  o f  10 -  15 s t o r e s .  The r e g i o n a l  c o n t r o l l e r  
o p e r a t e s  w i t h i n  s t r i c t l y  d e f i n e d  p o l i c i e s  r e g a r d i n g  s t o r e  
o p e r a t i o n  and  a p p e a r a n c e .
A l l  m a r k e t in g  ( a d v e r t i s i n g ,  p r o m o t i o n s , d i s c o u n t s ,  e t c )  and 
m e r c h a n d i s i n g  d e c i s i o n  ax e  made a t  t h e  Head O f f i c e .  R e le v a n t  
p r o m o t i o n a l  a c t i v i t i e s  a r e  t h e n  com m unica ted  t o  t h e  r e g i o n a l  
c o n t r o l l e r s  and  s t o r e  m a n a g e r s .  S t o r e  m e rc h a n d is e  r e p l e m s  
m ent i s  c o n t r o l l e d  p r i m a r i l y  by t h e  s t o r e  m an ag e r ,  b u t  b o th  
t h e  r e g i o n a l  c o n t r o l l e r s  and g e n e r a l  m anage r  h av e  i n f o r m a t i o n  
f o r  m o n i t o r i n g  o u t  o f  l i n e  s i t u a t i o n s .
A l l  f i n a n c i a l  and  o t h e r  s y s te m s  a r e  common t o  a l l  b r a n c h e s .
The common s y s te m s  and p o l i c i e s  a c r o s s  b r a n c h e s  means 
t h a t  t h e i r  r e s u l t s  a r e  c o m p a r a b le  and t h a t  m ost f a c t o r s   ^
u n r e l a t e d  t o  s i z e  (more e f f i c i e n t  s y s t e m s , b e t t e r  m a r k e t in g ,  
l o c a t i o n s )  ca n  b e  e x c lu d e d  f ro m  t h e  i n v e s t i g a t i o n .
3 . 4  S o u r c e s  o f  i n f o r m a t i o n
The p r i m a r y  s o u r c e  o f  i n f o r m a t i o n  u s e d  i n  t h i s  r e s e a r c h  i s  
t h e  s t o r e  P r o f i t  and L o ss  a c c o u n t . The a c c o u n t  p ro d u ced  
m o n th ly  f o r  e a c h  s t o r e  c o n t a i n s  t i e  m ain  incom e and e x p e n d i t u r e  
i t e m s  r e l e v a n t  f o r  a  s t o r e .  The m ean in g  o f  t h e s e  i t e m s  i s  as  
f o l l o w s  s
S a l e s -  v a l u e  o f  s a l e s  b e f o r e  d i s c o u n t s  and m ark -ups  
a t  c a s h  p r i c e s
C o s t  o f  s a l e s  -  c o s t  o f  goods s o l d  b e f o r e  s u p p l i e r  d i s c o u n t s
S to c k
a d j u s t m e n t s  -
a d j u s t m e n t s  due t o  s u p p l i e r  d i s c o u n t s / a d d i t i o n a l  
c h a r g e s
G ro ss  m a rg in  
F in a n c e  c h a r g e s
BPP incom e
I n t e r e s t  on 
a r r e a r s
T o t a l  income
S a le s
p ro m o t io n
-  s a l e s  -  c o s t  o f  s a l e s  and s t o c k  a d ju s tm e n t
t o t a l  f i n a n c e  c h a r g e s  on i n s t a l l m e n t  s a l e  
c o n t r a c t
B u y ers  P r o t e c t i o n  P la n  premiums c h a rg e d  (o n ly  
some i n s t a l l m e n t  c u s to m e r s  t a k e  i t )
i n t e r e s t  c h a r g e d  on o v e rd u e  i n s t a l l m e n t  s a l e  
a g r e e m e n ts
g r o s s  m a rg in  and f i n a n c e  c h a r g e s  and BPP incom e 
and i n t e r e s t  on a r r e a r s
c o s t  o f  a d v e r t i s i n g ,  c u s to m e r  i n c e n t i v e s , 
d i s p l a y  m a t e r i a l s  and f i x t u r e s  i n c u r r e d  by t h e  
s t o r e s  and  a l l o c a t e d  by t h e  h ead  o f f i c e .
/C r e d i t  c o n t r o l
Shop -
S t a f f
M o to r  & d e l i v e r y  -  
D i v i a i # n a l  l e v y  -
T o t a l  e x p e n s e s
T o t a l  c o s t s
S e t  c o n t r i W f i o n  -
P r i m a r i l y  p r o v i s i o n  f o r  bad  d e b t .  A lso  
c o s t  o f  c r o d i t  c o n t r o l  s t a f f  a t  t h e  s t o r e  
and c r e d i t  r e f e r e n c i n g  and f o l l o w - u p .
Shop r e n t a l  and d e p r e c i a t i o n  o f  f i x t u r e s .
Waigas and co m m iss io n s  ( a l l  s a l e s  s t a f f  
o p e r a t e s  on s a l e s - l i n k e d  c o m m is s io n s ) .
C o s t  o f  o p e r a t i n g  and d e p r e c i a t i o n  o f  v e h i c l e s .
O ther c o s t s  i n c u r r e d  by t h e  Head O f f i c e  and 
a l l o c a t e d  i n  p r o p o r t i o n  to  b u d g e te d  s a l e s  to  
e a c h  s t o r e .
T o t a l  o f  a l l  e x p e n s e s  from  S a le s  p ro m o t io n  
th r o u g h  D i v i s i o n a l  L e v y . I t  does  n o t  i n c l u d e  
C o s t  o f  S a l e s .
T o t a l  e x p e n s e s  + C o s t  o f  S a l e s  -  S to c k  a d j u s t  
m e n t s .
T o ta l incom e * T o t a l  e x p e n s e s .
Size Indicators
4 .1  I n t r o d u c t i o n
Two b a s i c  m e a s u re s  o f  s i z e  w e re  u sed  i n  t n i s  r e s e a r c h :
-- v a i u e  o f  s a l e s  
-  p h y s i c a l  s t o r e  s i z e  ( a r e a )
The f i r s t  one  m e a s u re s  t h e  a c t u a l  o u t p u t  o f  t h e  u t i l i s e d  p a r t  o f  
t h e  s t o r e ' s  c a p a c i t y .  The sec o n d  m e a s u re s  t h e  s i z e  o f  t h e  luJ. 
c a p a c i t y  o p e r a t i o n .  T h i s  l a s t  s t a t e m e n t  i s  b a s e d  on t h e  
a s s u m p t io n  t h a t  p h y s i c a l  s t o r e  s i z e  p l a c e s  an  u p p e r  l i m i t  on 
s a l e s  a  s t o r e  c a n  a c h i e v e .
4 . 2  V a lu e  o f  s a l e s
As m e n t io n e d  e a r l i e r  v a l u e  o f  s a l e s  i s  t h e  m ost  f r e q u e n t l y  
u s e d  m e a s u r e  o f  s i z e .
S i n c e  t h e  s t o r e s  u s e d  i n  t h i s  sam ple  a r e  v e r y  homogenous i n  
t e r m s  o f  m a r k e t in g  and m e r c h a n d i s in g  i t  can  b e  e x p e c te d  t h a t  
t h e  c o n t e n t  and  h e n c e  v a l u e  o f  t y p i c a l  consum er b a s k e t ,  b o u g h t  
at, d i f f e r e n t  s t o r e s  a r e  t h e  same. T h i s  a s s u m p t io n  h a s  n o t  
b e e n  t e s t e d .  S hou ld  i t  b e  s i g n i f i c a n t l y  i n c o r r e c t ,  s a l e s  
c o u l d  no l o n g e r  b e  u s e d  a s  i n d i c a t o r  o f  p h y s i c a l  o u tp u t  
p ro d u c e d  by a  s t o r e .
■ ■ fc .
l o n g e r  b e  t h e  same f o r  d i f f e r e n t  s t o r e s .
4 . 3  F l o o r  a r e a
u p p e r  l i m i t  on t h e  o u t p u t  ( s a l e s )  t h e  s t o r e  c m  p ro d u c e .
■liM E
Per£ormanc& Indicators
5.1 I n t r o d u c t i o n
I »  t l i s  e M p t & t  , t t ie  f o l l o w i n g  p o rfo rw rnc -a  m e a su re s  s r e  d i s c u s s e d :
-  c o s t  p e r  r a n d  s a l e s
-*• r e t u r n  on g r o s s  a s s e t s  (UOGA)
i n s  t s l i a s s t  %
-  a c t u a l  t o  p o t e n t i a l  m a rk e t  s h a r e  r a t i o
f o r  r e a s o n s  g i v e s  s-elow t h e  f i r s t  two m e a su re s  a r e  synonmous
'Che f i r s t  t h r e e  m e a s u r e s  l o o k  a t  t h e  p e r fo rm a n c e  o f  th e  s t o r e  r e l a t i v e  
t o  e a c h  o t h e r  i n d e p e n d e n t l y  o f  t h e  e n v i ro n m e n t  i n  w h ich  th e y  ° P ^ t e .  
t h e  l a s t  o n e  i n c o r p o r a t e s  a n  e le m e n t  o f  t h i s  e n v i ro n m e n t  -  m a rk e t  s i z e .
5.2  S o s t / ta h i  t a le s
f i e  e o S fe / la n d  S a l e s  i s  d e f i n e d  a s :
T o t a l  c o s t  -  IE — ( 5 .1 )
C o s t /H a n d  S a l e s  •* CtvS = S a l e s  a t  c a s h  p r i c e s  SCP
i n d i c a t e s  t h e  c o s t  p e r  u n i t  ( b a s k e t )  p ro d u c e d  ( s o l d ) .
One c o u l d  a r g u e  w h e th e r  c e r t a i n  com ponen ts  o f  t h e  B ran c h  E x p en se s  
s h o u l d  n o t  b e  e x c lu d e d  f ro m  t h i s  c a l c u l a t i o n ,  m  p a r t i c u l a r .
-  t h e  D i v i s i o n a l  Levy w h ich  i s  a l l o c a t e d  on a  f a i r l y  a r b i t a r y  b a s i s  
($  o f  b u d g e te d  s a l e s )
-  t h e  p r o v i s i o n  f o r  b ad  d e b t  w h ich  i s  b a s i c a l l y  a  c o s t  o f  s e r v i c i n g  
p a s t  o u t p u t  and  h e n c e  not: r e l a t e d  t o  c u r r e n t  o u t p u t .
r e s u l t s  an d  f o r  s i m p l i c i t y ,  w ere  i n c l u d e d  i n  t h e  t o t a l  c o s t .
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5 .3  ROGA
ROGA i s  d e f i n e d  a s
- - nA _ N et c o n t r i b u t i o n ______________   = NC----- ( 5 , 2)
ROGA -  Grogg D e b to r s  + G ro ss  s t o c k  GD + GS
o r  e a r n i n g s  d i v i d e d  by a s s e t s .  I n  t h a t  s e n s e  i t  i s  s i m i l a r  to  
R e t u r n  on I n v e s t m e n t .  T h e r e  i s  how ever an i m p o r t a n t  d i f f e r e n t ® .
ROI m e a su re s  p e r i o d  r e t u r n s  p ro d u c e d  by an i n v e s tm e n t  made a t  a 
p a r t i c u l a r  p o i n t  i n  t i m e . B e c a u s e  th e  in v e s tm e n t  was made a t  a  
p a r t i c u l a r  l o c a l i s e d  p o i n t  i n  t im e  i t s  n e t  p r e s e n t  v a l u e  can  b e  e a s i l >  
d e t e r m in e d  an d  i s  i n  f a c t  d i r e c t l y  p r o p o r t i o n a l  to  t h e  h i s t o r i c a l  
v a l u e .  I n  t h e  d e f i n i t i o n  o f  ROGA, o n ly  s t o c k  h as  s i m i l a r  p r o p e r t y
w i t h  i t s  2 4 -m o n th s  c r e d i t  a r e  a c c o u n t i n g  e n t r i e s  w hich  c * ™ o t  b
llSBIBS'
( e g .  5 . 1 . )
NC S a l e s  (SCP)~ TC
ROGA * CD + GS ~ GD + GS
i n  f u r n i t u r e  r e t a i l i n g  GD l> GS and  s i n c e  m ost s a l e s  a r e  on 24 months
c r e d i t
( 5 . 3 )  GD "  IV SCF,
BmCe , 5 . 4 ,  K0=A - - E s i "  ?  '  <’ - 3 1 ’
Where
IS. i s  C o s t /R a n d  S a l e s ,  
CCP
In other wordr, ROCA measures the same thing ns Cost/Rand Sales and
w i l l  t h u s  n o t  b e  u s e d  i n  t h i s  r e s e a r c h .
mmwsm
j ^  « mrti-a a n o r o o r i a t e  m e a s u re .
I n s t a i l m e n t :  R a te
- In s e a l lm s n C  r e c e i v e d  ( 5 .5 )
I n s C a l lm e l i t  Race (IR ) -  G ross ,  d e b t o r s
tgire'ts I n s :t a ' l l : w n t  i.ece.ivnd: i s  amount o f  c a s h  r e c e i v e d  duT ing  a 
moStfh f ro m  t W  WeWtiors,' ■' G ro s s  D e b to r s  i s  t h e  book v a l u e  o f  _ 
i e M o r s  at t h e  b e ' i in f t in ®  o f  t h a t  m o n th .  I n s t a l l m e n t  r a t i o  i s  o 
c r i t i c a l  i m p o r t a n c e  f o r  a f u r n i t u r e  r e t a i l e r ,  s i n c e  up to  85/. 01 
I t i s  c a s h  i n f l o w  comes from i n s t a l l m e n t s  ( t h e  r e m a in in g  15% b e in g  
i e f O - S i t s  a n t  c a s h  s t i e s ' ,  t h e  m o n th ly  i n s t a l l m e n t  r a t i o  v a r i e s  
i ^ p t e e l l y '  fifSfe' 5vl C l w  incom e lla-efe m & rket) t o  10%. In  o p e r a t i n g  
a branch one wouM seek t o  m ax im ise  t h e  I n s t a l l m e n t  R a te .
S to ck  t u r n
* * ? *  ( * ? )  "  s c ^ c k
cost o f  s a l e s  w ere  ta k e n  for one year a n d  Average S to c k  
a s  a v e r a g e  o f  12 m onth^end v a l u e s  of s t o c k h o l d i n g .
S e c o n d l y , lo w  S to c k  t u r n  means t h a t  a  s i g n i f i c a n t  amount o r  
ladrab&sdfae la  o ld , mad daa to e ith er  fashion changes or breakage
t t e e d s  t o  h e  w r i t t e n  o f f  o r  d i s p o s e d  o f  a t  a  c o n s i d e r a b l e
d i s c o u n t ,  l h  o p e r a t i n g  a  branch one  w ould  se e k  t o  m axim ise
s t o c k  t u r n .
5 .6  M a rk e t  s h a r e
The previous four measures are related  to ^ e  iu tem a l performance
s E r i ^ e l r E K E :  s s r i r
w h a t th e y  s h o u ld  b e  d o i n g ,  t a k i n g  t h e  m a rk e t  s i z e  i n t o  a c c o u n t .KlBlIilBt
s i z e  o f  t h e  m a r k e t ,  i n  w h ich  t h e y  o p e r a t e .
— 8
t h e  s t o r e s  o p e r a t e .  I t  was fo u n d  t h a t .
-  i n  tow ns t a r  removed f ro m  o t h e r  l a r g e r  towns (50 t o  d i s t a n c e )
90 -  95% o f  t h e  a d d r e s s e s  w e re  i n  t h e  town
a c c e p t e d  f o r  e s t i m a t i n g  t h e  m a rk e t  s i z e .
(S ee  t a b l e  5 . 1 )
M3 - 8783 Mk-” 3 (5'7)








M ark e t  s i z e  
x  s c a l e  by 1000 000
TABLE 5 .1
REGRESSION ANALYSIS
D ep en d en t  v a r i a b l e  : LN ( s h a r e )  +OBS:64
Range 1 t o  64
V a r i a b l e  C o a f f  T~S - -
n o n « t » n t  3 ,8 7 9  -OS?
R-SQ. • « ' »  , 0 %
FE 0 * ,6 2 )  = 2 7 9 .7 1 4  DW: 1 ,496
W  -e®& s a y  t h a t  m a tk e t  s l a e  i s  a  roior v e t e t n d M a t  of
a s t o r . ' s  share. Coaaequeatly stores with lower j ig h e r
feB n s M  Bs b pB'Efc#i-in<itiGe  i*irdi#GBCoir.
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6 .  E m pir i c ? 1 r e s u l t s  
6 .1  I n t r o d u c t i o nIPPllliii:
a p p e a r i n g  on t h e  p r i n t - o u t  a r e  a s  f o l l o w s .
DEPENDANT VAR = d e p e n d e n t  v a r i a b l e  name 
RANGE = i r r e l e v a n t
COEFF
v a r i a b l e .
s l o p e  c o e f f i c i e n t  f o r  t h e  c o r r e s  
p o n d in g  v a r i a b l e  o r  v a l u e  o f  t h e  
c o n s t a n t
5 ! J  = sum o f  s q u a r e d  r e s i d u a l s
!  » F - s t a t i s t i c  . ,
« D u rb in -W atso n  s t a t i s t i c
s i g n i f i c a n t l y  ab o v e  z e ro s  ^ = y Q5
%  - - s s m s  -  S - !  “  r  - “ ™  “
6 2 S a l e s  v s  Cos t / R a n d  g a l e sIPlilSiiS
C ost/R and  8 . 1 . .  B> -  8 . .1  -  3 .9  * . . I -  0 »  »< -) * •«



















T -  S t a t i s t i c
7 8 .9 4 4  
- 4 .8 0 9
pondeat Variant: Cost/Band Salas
ag e s  1 t o  64
r i a b l e  COEFF S t l E r r
-  : 0 M  i o ’i z
R-SQs
SERS
F ( 1 ,6 2 )
.271 CORK R-SQ 
.041 SSRs 
2 3 .1 2 7  DWS
.259
.107
1 .7 2 0
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FIGURE 6 , 2
ir"46d4Ja
300020001000
S a l e s
TABLE 6 . 2
REGRESSION ANALYSIS
)ep@ti4ent V a r i a n t :  I n s t a l l m e n t  % ^ BSt 64
danger 1 t o  6#
V a r i a b l e  COEFE S t a n d B r r
n n  252 2 9 ,2 7 3
C o n sta n t 1 ' o g ?  3 .0 7 7
q. I m /IOOO -884  ,Z 8 /
R-SQ:
SER$
F(1 ,6 2 )
,1 3 2  CORE 
.961 GSR: 
9 .4 7 1  DW:





S a le s
TABLE 6 . 3
ANALYSIS
variatit i S to c k  t u r n  + OBg . 64
1 t o  64
S td  E r r
294 10 .529
a s t a n t  3 .1 0 5  '.336 9 -063
COEFF 
3 .1 0 5
.U S /1 000 3 .0 5 °
.3 7 0  a m a - G Q :  7 8 .5 1 5
1 .1 2 5  88%: , 642
691 = 8 2 .2 6 4  DWl
TABLE 6 .4
KEGBESSIO^ ANALYSIS
®!@peBSBiat v a n  R a t i o  +QBS s 64
R ange :  1 t o  64
S td  E r r  T - S t a t
inrt 144 2 .9 9 0
Corns ta m t  "43^ i0 26 4 .7 9 2
V a t i a ib l e  C 0 # E
Constant 
Space / 1 0 0
P(1. 62) 22.970 DW:
TABLE 6 , 5
REGRESSION MALY SIS.
Dependent variables LN (share) 
Range: 1 to 6 4
Variable C O g E
S td  E r r  T -  Stat_
Constant 3.089 _ |g .220
LN (m a r k e t  s i z e )  - . 8 2 3  e150 3 .6 9 9
LN ( s p a c e / 100) ,556
«#u
6 . 3 S a les  m  InstallWBmt %
Sv„S,,t. t s b le  6 . 2 )  emarges fo e  the s a le s  vs
& eeeimlsfeS@&... | f t e  a f a a t l o m  fgw t h i s  e o r T e la t i o m  i s
lasMtl£l®'eiB6 S  * 7*377 # 0 ,814  . S a le s  ( in  Rtio) (6 . 2)
.8 ae» ’ €®tti«N, # #  p a t s s s i s e  # 4 #  «6 t h e  s l o ^ e  e o e f f i c l m t  i s  e o a s i s  t e n t  
iea§re@lses@m6§1- ^  W @ # P  e # W ,  ( s i z e )  means b e t t e r  p e r fo rm an c e
W s '  ^ a l B S i s ^ l f  @0 0 #  e o r r e l a t i o n  c o e f f i c i e n t  i s  p ro b a b ly
4me ism s i i f f ' e E e a e s s  I n  ( p a l i t y  o f  c r e d i t  s t a f f  and c a s h  a v a i l a b i l i t y  
i n  v p r i e w ,  fcmms . in  w-hich tihe b r a n c h e s  o p e r a t e .
6 . 4  AaW gJW  8WWk tern
A W  a im #  r e v e a l s  t h e  p o s i t i v e  im p a c t  o f  s i z e  on per-
##B#S®#e C f ig n c e  i » 3 ,  t a b l e  6 . 3 ) .  The c o r r e l a t i o n  and influence 
# f  # # # '  casern "ewa s - t r o h g e r  ( c o r r e l a t i o n  c o e f f i c i e n t  o f  56% and 
' a . i -g E t i i f i a ie w t  3,^#56 f o r  s a l e s  e x p r e s s e d  i n  R im ). An i n t e r e s t i n g
p iO i tn se  rev # a& # 4  b y  j i g p r e  6 . S  i s  t h a t  t h e  s t o c k  t u r n  a p p e a r s  to  be 
SsiepSBdaiifc o f  s a l a s  ©nee t h e  l a t t e r  r e a c h  Rim. The e i g h t  t im e s  
# $ # # " # # %  r e a c h e d  by  t h e s e  s t o r e s  i s  i n  f a c t  co m p arab le  to  th e  s to c k  
jgijpa o f .  ...the s e ^ a a i t e d  s# p # # m @ re s  ( e g .  J o s h u a  Doore w i th  s a l e s  o f  
a b o v e  &4>m).
Ib e  equation  f i r  th is  c o r r e la t io n  i s
S tock  t u r n  w  “  3 ,1 0 5  + 3 ,0 5 0  . S a l e s  ( i n  Rim) (6*3)
p e t e g  r e g r e s a i m  With b o t h  v a l u e s  logoritbmically t r a n s f o r m e d
idaesi n o #  y i e l d  a  h e t t e r  f i t .
.!@hAt t h e  c o r r e l a t i o n  c o e f f i e i e n t  i s  so  h ig h  i s  p r o b a b ly  m a in ly
4 .Vri 6© s h e  f a s t  t h a t  e a c h  s t o r e  h a s  t o  k ee p  a c e r t a i n  b a s i c  
e e e e k  wihieh i s  s ta m d a r d  t o  a l l  s t o r e s ,  t h e r e f o r e ,
S B o d eh e ld im g  d e e s  n o t  ehamge a s  r a p i d l y  a s  t h e  c o s t  o f  s a l e s .
6 .5  Phy s i c a l  S i z e  vg M ark e t  Ifearft
As a h , # #  ##  aee te ieB  3 . 4  #  s t Q w s 'a  m»fk©.t s h a r e  i s  d e t e r  mimed m a in ly  
<$(S Q ' s r s e l a t i o h )  by  th e  s i  he o f  t h e  m a rk e t  i n  w hich  i t  o p e r a t e s  .
H ie  h y p o t h e s i s  t e s t e d  h e r e  he,w«yer9 i s  w h e th e r  th e  p h y s i c a l  s i z e  o f  
t $ p  s t e m  (@ # ta re  « e t s r a , g e  o f  t h e  d i s p l a y  a r e a )  h a s  any a d d i t i o n a l  
e f f e c t  ■Ott t h e  m a s h e t  s h a r e ,
t a b l e  6 , 4  l l i s t s  s t a t i s t i e S '  f o r  t h e  c o r r e l a t i o n  o f  the  r a t i o  o f  a c t u a l  
markets . s h a # e  ho „ t h e # # # t l e # i  m ar 'ke t  s h a r e  ( e g .  5 .7 )  a g a i n s t  th e  s i z e  
( i n  10# m?)- 0$  bhe  siteblte'*# d-ifSptay .ar-ea. The c o r r e l a t i o n  shows t h a t  
am i n c r e a s e  i n  t h e  s t o r e ' s  t r a d i n g  a r e a  h a s  a  p o s i t i v e  i n f l u e n c e  on 
i t s  a h j i l i t f  M». 0W3g#tftolu6em m a r k e t  s h a r e .
T a b l e  sh ew s  a n o t h e r  way o f  l o s k i n g  a t  b a s i c a l l y  t h e  same c o r r e ­
l a t i o n ,  I@ re  t h e  h a # # # l  lo g e e l t ih B  o f  t h e  m a rk e t  s h a r e  ( i n  %) was 
r e g r e s s e d  a g a i n s t  " n a tu r a l  lofgorithsi® o f  b o t h  t h e  m ark e t  s i z e  ( m  Rim) 
an d  t h e  s t o r e  s i z e  ( i n  100 m2 ) .  T h i s  c o r r e l a t i o n  i s  d e s c r i b e d  by , 
t h e  f e l t o w i n ®  e f u a t i o n s '
- -  n 823 0 .5 5 6
Market s h a r e  ( I )  = 2 1 .9 5 5  Mk ‘ SP
t S e t e  A  i s  m e i k e t  s i z e  i n  m i l l i o n s  o f  Rands
S #  i s  s t o r e  i s  t r a d i n g  a r e a  i n  h u n d re d s  o f  m2 .
' . V  :
I@6e t h a t  t h e  c o r r e l a t i o n  c o e f f i c i e n t  h a s  i n c r e a s e d  f ro m  81,5%
( t a b l e  5 , 1 )  t o  84 ,6 % . The p o s i t i v e  component o f  SP means t h a t  an 
i n c r e a s e  i n  t h e  s t a f f ' s  t r a d i n g  a r e a  i s  l i k e l y  t o  i n c r e a s e  t h e  m ark e t
s h a r e .
T he  i n d i v i d u a l  c o r r e l a t i o n s  b e tw e e n  S a l e s  and r e s p e c t i v e l y  C o s t s /
Sa©d t a l e s  an d  i n s t a l l m e n t  % w ere  m easu red  i n  C h a p te r s  6 . 2  and  e . J .  
B o th  t h e s e  f a c t o r s  t a k e n  t o g e t h e r  h a v e  a s i g n i f i c a n t  im p ac t  
on  t h e  c a s h  c o n s u m p t io n  an d  g e n e r a t i o n  o f  a  s t o r e .  C o s ts  r e p r e s e n t  
a@@r03$ i « a t e l y  40% Of t h e  c a s h  r e q u i r e m e n t s  o f  a  s t o r e  -  t.«* o t h e r  
6@| being p u r c h a s e s  w h ic h  a r e  d i r e c t l y  r e l a t e d  t o  s a l e s ,  i n s t a l l m e n t s  
r e p r e s e n t  80% of t h e  c a s h  g e n e r a t e d  by  a  s t o r e .  On a v e r a g e  t h e  c a n .
d .  .
s t o r e  f ro m  b e i n g  a  n e t  c a s h  g e n e r a t o r  t o  a  n e t  c a s h  co n su m er .
Figure 6 . 4  — C o s t / i n s t a l l m e n t  G r i d ,
C o s t /
Rand
S a l e s a
" b l a c k  h o l e s "
b
" n o v a s "
c
" r e d s "
d
" s t a r s "
Installment %
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T he  f o u r  q u a d r a n t s  r e p r e s e n t  t h e  f o l l o w i n g  s i t u a t i o n s :
at) H igh  c o s t , low  I n s t a l l m e n t  -  s t o r e s  i n  t h i s  q u a d r a n t  a r e
l i k e l y  t e  b e  n e t  (an d  h o p e l e s s )  c a s h  consum ers  (h e n c e  b l a c k
b o l e s )
b )  l i g b  c o s t ,  h i g h  I n s t a l l m e n t  -  t h e s e  a r e  g e n e r a l l y  new er s t o r e s  
w i t h  h l k h  r e n t a l  and o t h e r  i n i t i a l  s t a r t - u p  e x p e n s e s . T h e i r  
ifonfr i s  low a m i  ew m  fchtmgh th e y  h av e  ^ h ig h  i n s t a l l m e n t  % 
th e y  o r e  l i k e l y  t o  b e  n e t  c a s h  consume.  ^ . As t h e  m ar  re a s o n  
f o r  b e i n g  i n  t h i s  c a t e g o r y  i s  t h e  s t o r e ' s  a g e ,  i t  i s  n o t  
p a r t i c u l a r l y  s i g a i i i c a m t  f o r  management p u r p o s e s .
c )  rmwa. c o s t s ,  low  im s s ta l lm e n ts  -  s t o r e s  i n  t h e s e  q u a d r a n t  c o u ld  be
o l d e r  s ' s n r e s  ( lo w  r e n t a l s ,  low q u a l i t y  d e b t o r s  b o o k ) .
on  t h e  s i z e  o f  t h e  o t h e r  f a c t o r s  c o n t r i b u t i n g  t o  
es isb—fio to  ( c e s l t  s a l e s ,  d e p t  s i t s  y t h e y  c o u ld  fee n e t  g e n e r a t o r s  
e r  caasmBers: o f  c a s h .
e a s t s ,  h i g h  i n s t a l l m e n t s  -  t h i s  i s  t h e  m ost  i e s i r a f e l e
t o  b e  i n :  a l l  o f  t h e s e  s t o r e s  a r e  n e t  c a s h  g e n e r a t o r s .
gteJag, eamap!# am@Eie®es fo r  th e  m idpoints o f  the two a x is  y ie ld e d  
tifoe f a l le o ia ®  data, fo r  th e  fo u r  quadrants:
s a l e s  S ta n d a r d  d e v i a t i o n  Mo o f  s t o r e s
m 5)3  23? %
b * *  *73 3
« a m  391 15
1  8 3 H 6  7 8 8  21
g #  r^ ^ ^ . r c r g -  f a i t e t s e t  i s  w h e th e r  t h e  d i f f e r e n c e  i n  s t o r a g e  s a l e s  
- »«.« ” d w | s  s i g n i f i c a n t .
fc i  r f W f f aW"s-VM’t t h e  a b o v e  s i t u a t i o n  c a n  b e  d e s c r i b e d  a s  Two
iHg&np B e s i ^ i  (BoysasBen 1376) w i t h  t h e  two g ro u p s  ( s t a r s
classified go tb, basis of Cost/land S a l e s  and 
^ iTr«.r vtbWMMdi- %. T 6 s  ramll h y p o t h e s i s  and  alternative hypothesis are:
w t o m  SB WM a r e  a v e r a g e  s a l e s  o f  r e s p e c t i v e l y  " s t a r s "  and 
nfelmdkWl##".
r  ii Tnmmliiurr h s w e e B i t y  o f  t h e  p o p u l a t i o n  and  n o r m a l i t y  o f  b o t h  s u b -  
uaMarlargirffff y i e l d s  e  t - s t a t i s t i c  e q u a l  t o  3 .6 9 3 9 .  The minimum 
e % & a e l * e l c  f o r  36  d e g r e s s  o f  f r eed o m  a t  99$ c o n f id e n c e  i s  1 .3 0 6 .  
m aem  t h e  mmll-hypothesis, t h a t  t h e  a v e r a g e  s i z e  ( s a l e s )  o f  
" t l a c K b o I * # "  a n d  " e t a r s "  a r e  t h e  same c a n  b e  r e j e c t e d .
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7 .  C o n c l u s i o n s
The m ain  c o r c l u s i o n s  w h ich  c a n  b e  drawn from  t h e  above r e s e a r c h  
a r e  a 5 f o l l o w s  $
p e r fo rm a n c e  m e a s u r e s .
b )  c o s t s  o f  o p e r a t i n g  a  s t o r e  d e c r e a s e  by '>% f o r  ev e ry  Rim i n c r e a s e  
i n  s a l e s «
c )  s t o c k  t u r n  i n c r e a s e s  by 3 x  f o r  e v e ry  Rim i n c r e a s e  i n  s a l e s
v e r y  l i k e l y  t o  b e  c a s h - t r a p s .
C i ty  s u p p o r t  t h i s  v ie w .
If. i s  i m p o r t a n t  how ever*  t o  k ee p  i n  mind c e r t a i n  l i m i t a t i o n s  w hich  
a f f e c t  t h e  v a l i d i t y  o f  t h e  ab o v e  s t a t e m e n t .
I * * !
”  s s ~ i i  = : : = H a = : :
i n  e x c e s s  o f  R6tn.
■  m m & s m z z 1-
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